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Ysha Idependent SctiooCDistrict 

Michael Deusinger 
SLD 
80 S. Jefferson Road 
Whippany, NJ 0798 1 

June 21.2002 

9603 Sims Drive 
El Paw. Texas 79925-R25 
Off: (915) 434Moo 

Dear Mr. Deusinger, 

This is in response to your “Bids and vendor selection” question of lune 14. 

How was IBM, which is a vendor of your current 471 application selected to 
be on that 471? 

IBM was selected through a competitive process, including posting of the FCC 
Form 470, typically requisite of any E-Rate competitive solicitation issued by the 
Ysleta Independent School District. IBM and other vendors responded to the 
FCC Form 470 or RFP. After reviewing all lUW470 responses, 5 M  was 
selected. 

How were the individual IBM FRNs on the 471 application developed? 

Prior to the issuance of the RFP, the District’s technical information system staff 
developed a list of possible projects (FRNs). After IBM’s response to the 
RFPFCC Form 470 posting was determined to be the most responsive, and 
recommended for contract award, the tentative projects list was shared with IBM; 

-ked to assist in the definition of each item’s (each LBM FRN) scope 
of work. This activity resulted in a shortened list comprised of individual FRNs, 
ultimately submitted for possible funding. Prior to the submittal of the 471 
application, the District ensured that all project items addressed an identified 
need and were within the institution’s ability to support any resultant financial 
commitment. 

Please explain the process which was used in the development of the Request 
for Proposal for a “Technology Implementation and Systems Integration 
Partner,” including answering who specifically wrote the RFP and who had 
input in its development and to what extent. 

The District wrote the FRP. Through its professional affiliations and by 
contacting other school districts, the District’s technical information system staff 
initially entertained the use of an integration partner. Although in previous e-rate 
application submittals the District had, utilized only in-house resources, the use of 
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and inspired to be successfutn a four-year college or university. 
All students who enroll in our schools will graduate om high schoolfluently in twu or mow languages prepared 



one partner presented several attractive qualities, including: a) accesxibility to the 
latest technological advances, b) the value of conferring with highly trained 
professionals encompassing all aspects of the technology spectrum, c) 
implementation of high probability -of - success applications. 

Information was gleaned from all of the District's internal service centers, which 
was then synthesized by the technical information staff and then released to the 
Purchasing Services staff for final editing and publication of the RFP packet. In 

to the basic question of how each vendor would approach the task of technology 

- .  
. .. using the RFP methodology the District was able to compare different responses 

integration and its potential advantages over previous approaches. 

. .  

. .  . .  

If you have any further questions, don't hesitate to contact me further. 

Sincerely, 

Richard Duncan 

Ysleta Independent School District 

. .  . 
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State P 

Siniplifyiug the Procureinent 
of Commodity Itenis and Services 

Buildiiig An Infrastructure 
for Electronic Coniniem 

Pmcuriug Itiforinacion Tshnoiogs 
Based On Best Value 

Developiug Partuerships 
U’iuI Vendors 

Sohi[% Pmhlenis With Solicitations 

S 

Produccd b y  ajoint task form of thc 
National Association of State Purchasing Officials and thc 

Nal iorral Association oi Slate Inforn>ation Resource Executives 



The National Asociation of State Purrha.dng Otficialf and the 
National Assoriation of State Information Resouire Ewcutivesprwent 
this report as a major step in initiating inforiiiatiori-t~tifiologvpmcu~~. 
rnent reform. Buying Smart: Slate Pmcuretnent Reform Saves Millions 
is a practical, Iiandsun guide detailing curmit diallenges in pn~curing 
infiirniation technolog, proposed .solutions, and bestpractices fourid in 
the states. As advancenients in teclinologv occur at an amazing rate. 
states must p i t ion  theniselm to keep pace w'th these r?iariRes and to 
pmvidepmcuirnierit metiiods tlial assure customen ofiweiving lrading- 
edge inforrfiation~techrfolo~pmducls and servjcps in a time& and cost- 
effectivt' manne,: 

Tlie mprt is a testament to tlie value ofpmcureoientizform and the 
d h t  benefits states a r m  the nation have sew d e r  employing new 
slrategies. A key to eadi stale i pmcurement reform sucres is support 
finingowrno~, agency heads, I@slatom andotherd~i.sionmkei~. This 
irport rpeakr dirrrtly to thk audience in an attempt to clear& define the 
issues and to lay the gmundwoik fir reform. 

NASPO andi\iASlMfiisl joined foxes in 1994, when each  deter^ 
inined tliey sliaand a common commitmcnt to piocurenient reform. Te 
gethec the associations Irpment the senior procurenrent and infoma- 
tion~tpchnology offiriak in the 5Ostates. the District of Columbia and the 
Ii S. territories. 

This most iirent report is a continuation of tlie associations' corn 
niimient to actively punuing &rm In 1995, NASPO and NASIRE 
collaborated with the Stratgic Con?pciting arid Zkommunications in 
the Public Sector progmnl of t fanard Uiiivrssip? Kennedy Scluml of 
Goverimccnt in a study that Id  toa rrport entitlcdlnformation Echnol- 
ogv and Gnvcriinient Pmurement: Priorities for Rehim. The finding 
andmommendations in this i e p i r  also benefitedkoni the involvement 
of  the Information TKhnology Asrociation of Anierica. 

A task firce of NASPO, IliASIRE. and ITM niemkis pmvidcd 
oveisight fair- the project. PK Agarwal, chief information oficer for the 
CalZornia fianchise T ~ Y  Board and Gary Lanikrt, depuQ state pur- 
chasingagent forthe Masactiuseus Oprationa1Serrvicer;Divisjon served 
as codiairpisons lor the study. Other taskforce inemkn included Mike 
Btnzcn. chief iiitirmation officcc Missouri Ofice of Information TKh- 
nolog: David P Cragan, diiirtoi; Indiana Dir ision of Prwurenient; 
John h% Kat, foimei- chief information officer fir the state of Michigan: 
Greg Layran. Governnient Technology; Uugan Pete dimtoc Alaska 
Division of General Services; arid, Ckro&ri i7 Purrell, executive ditirtoc 
E x a  Drprtmeiit of Information RLSOUI-CC~. 

We hop you will consider this document for pmcurement reform in 
your own state. 
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Buying Smart: State Procurement Reform Saves Mdions 
You 'be sccn the hradlirm, Rad die articles mid heard thehormrstorirs: Sfate a g e r q  iri.stalIs mision~ 

critical conrputersysterii. which fail7 to perform as promised andis over budget. kising vendorpmtcst.? a 
bid and halts the rievrloprnent of r,ul~~,,iillio,z dollar information system. Agency s p i d s  n i n e  moirths 
trying to purcha~rr a handfut of PCs and ends up spnding too mudi on cornputrrs that a,? alrPady 
obmlete whm thqy am firzalfydeliwrrd. Sonrrthirg is anis when sfategovemmenb pmcure irn'orniatio,z 
technology 

Forruiiarcfy, statrprociiremenr andjnfornation technology rxccutivrs iuolmd d1e miinfry a r  hard 
ar work, dcwlopjng plans and laiiricliing initiafivcs to ntbriii how stat~s piocure haidwme and sofc 
ware. But they can ? do it ahzr.  Piocnimnierit n?forni nnds help fiwingovcrnon, agency h?ads. legislaton 
arid other kry decisiori-rriakcrs in order to ~LICC&. 

Procurement olfcials and information technol- 
ogy execulives are pushing reform for two funda~ 
meiital reasom. First. states depend on computers 
more than ever, spending billions of taxpayer  dol^ 
Ian annually to acquire the technology. Second. 
existing procurement pracdces and technologs are 
like two opposing forces. Unless changes are nrade. 
they will begin tearing apart the fabric of govrrm 
ment, adversely affecting states fiscally a i d  economi~ 
cally. 

On the one hand, wc haw a procurement sys- 
tem that relics on checks and balanccs to presemc 
fairness and promotc full cornpcrition so that goods 
and services can be purchased at the lowcst posihlc 
cost. Without a doubt. thc public pmcurcmcnt sys- 
t a n  has equity and inregl-iv, but it can b e  slow. 

Inforniatiori technology. on lhc other hand, is 
one of the niost volatile industries in  the world. 
Today's PC computers hare the sanic raw coinpw 
ing power that existed in mainframes buib I O  years 
ago, yet the cost of the PC is a mere fraction of 
yesterday's big iron cornpurerr. Software  develop^ 
ment isjust as fart~paced. 'loday ii's not unusual for 
sohvare vendors to t w i t  out entirely new versions 
of their prodncu within a six-month time frariie. 

Not surprisingly, many ofthc procurement  pro^ 

CCSECT and policics irscd by statc govcmmcnts today 
cornpctitiuc bids. pre-spccification of rcqiiirc~ 

~ I C I I U .  inanualsystcmsfor hidsand proposals, short- 
term vendor rclationships, to nanic a few cxamples 
--workpoorly, or notat all. with the fast-paced. com- 
plex ficld of information technology. 

The federal government. facing sinrilar prob~ 
leriis, has already taken significant steps t u  refririrr 
it.s procuremela systrrn in order to get better value 
outof the $25 billion it speiiilsai?riuallyon irifiirma~ 
tion technology. 111 Vetjrtwy 1996. the Presidenr 
signed into lacr reform measures rliat make pmrurr~ 
merit fasterarid more eficirnt, give inlore discretion 
to agency and ernplryee puldrases o f t e c h ~ m l o ~  and 
overhaul the appeals pvocru for bid protests. 

Now. state govcmments are responding to the 
need for changc. Numerous state procurcrncnt of- 
fices have taken steps to reengineer the procure- 
ment process reducing the time it takes lo procure 
infomiation technology, streamlining the layers of 
review and ownight, allowing nianageir more dis~ 
cretion for small purchases. broadening relatiom 
ships with vendors and awarding bids based on best 
value. 

But irnplemeting these changes is not easy. 
Sate procurement and t e c h n d o a  executives need 
support tn enact these changes. Otlier states. which 
are still prncuririg technolog in ways that are ineffi~ 
cient and costly to tvxpayen arid businews. need 
leadenhip to reform how they ptiri:hase technology 
Prrmul-ement reform as it affects information tecli- 
nology iiecds to move fornard. Here's why - and 
how  you'll want to act on information technol~ 
ogs procurcmcnt reform today. 

The Upward Spiral of 
Government Spending 
State and local 
government purchases of 
information technology: 

1995: $34.5 Billion 1998: $42 Billion 

i o i m  CZ Rmmh hir 
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The High Cost of Public Procurement 

Scvcral years ago. the state olTcxas undcrtook 
a study that compared tlie cost of procurement in 
the public sector with the private scctor. They found 
that govcrnmcnts spcnd an average of 5.5 cents to 
process every dollar of procurement whilc the pr i~ 
vate sector spends just I cent per dollar to do the 
samc. 

Kyou project those numberr againsi what state 
and local governments spent on technology in 1995, 
you'll find ttiai it COSIS states, cities arid counties as 
much as $ I .9 billion to process $34.5 billion in tech- 
nology procurements. But if their processing costs 
were as low as the private sector's, state and local 
governments would have spent only $345 million to 
procure the same amvunt of technology, a savings 
of $1.5 billion dollars. a cost reduction of nearly 80 
percent! 

Anothcr way to look at the problcin is rhe high 
cost pcr transaction. Some statc procurmmcnt 0% 

cials point to the $75 to $100 it costs in labor and 
paperwork just to proccss a single ti.ansaction. 
whether ils to buy a sofmare program, a printer or 
a microcoinpurei.. Eithcr way, the hotroin line adds 
up to a procurenicnt system that costs your govcrn~ 

mcnr niorc money than it should. 

Besides the expense and waste. 
today's unreformed procurempnr sys- 
rem are a ~Jrag an the economic  well^ 
being of states. \Vir11 its ermrnioux  bud^ 
get and influence. your government sets 
the tone for a state's econornic vitality 
a i d  progress. A prowl-ement system 
r1iat isrlow and iriefficieritseridsastroilg 
signal to tlie buslncss coniniunity that 
your state is unable or unwilling to com~ 
pctc in today's fast-paced econoniy. 

Convcrscly, a state govcrrunent that 
has refornied its procui-cnicnt system 
and uses tlic latest techniques, such as 
an electronic bidding systcrn on the 
Intcmct. creates a healrhicr economic 
environment. These states send out a 
positive inersagc to tlic business commu- 

nity, showing how cconomicailysavy the? are. while 
govcrnnicnts that operate wing decade's old pro- 
curcnicnt processes bascd on nianual sjstenis are 
less likely to have such an impaci. 

In  this new global rt:onorny, states must rely 
upon  all availabl? toois to attraci investment and 
development. By reforming your procurement s y s ~  

Have State Gowernrnent Procurement 
Systems Become A Major Problem? 

tent and using the tectinoiogy of electronic coni- 
nierce. you can help unleash the sirength and corn 
petilivenes of your state's economy. 

Finally, the problems that bcdcvil your pmcurr~ 
inent systcm end up diminishing the delivery of ser- 
vices IO citizens and businesses. Without a doubt. 
information rcchnology can help a state provide 
mom sc~(liccs - c.o,stcffcctively -than by manual 
mcans. Rut if your procurement syscni slows the 
acquisition oftechnology. nxulting in thc implemeii- 
tationofcaniputers).stems thatareohsoletcordon't 
perform as they should. then your government's 
abiliy to automate and improve service deliveiy has 
been comproniked. 

Taxpayers and businesses interact with respon- 
sivc ciistomcr services every day bccause private set? 

tor h i s  have automated. reengineered and ini- 
proved rtie way they provide services. These custom- 
ers expect the same Tram govenmienl. 

\Vith many srates stili applying procurement 
prarrices used since World War 11. however. it has 
hccoine cxtreniely hard for procurerncnt and tech- 
nology cxec.ritivcs to purchase high-tech computer 
systcms that can improve scrvice delivery. Our 
economy. government and services have c.hangcd 
significantly since thc 1940s. Shouldn't proc.urcment 
do thc samc? 

PI3 
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Cashing In On the Benefits of Procurement Reform 
lust a few short years ago. it was difficult. if not impossible, IO find an exatnplc of procureiiienr reform in 

state government. Today, a growbig number of states are rackling their procurement problems on several 
fronts. All art- making progress, bur ir's clear thar no one solution will work for all 50 states. Differing lam, 
regulations, as well as politics and ecortomics, can affect a stale's approach to procurement reform. 

What has emerged from the work conducted by states so tar and from the books and reports written on the 
subject, is a consensus on several key reronns chat can have the greatest impact on improving governmerir 
procurement systems. 

Hcreare thc lcadlng effortsat procurcinent d o r m  and 1iow some states hare jiut rhese best practices inro 
action: 

1. Simplifying the Procurement of Commodity Items and Services 

PROBLEIVI: 
Cerrain types of computer hardware and sofr~ 

ware have become commodity produrrs in recent 
years. The prices for PCs. for example, arc cxrirmely 
conipetitive and continue to drop because of mar- 
ket prmurm,. At the same time, thcir performance 
also has improscd significantly. 

Yet many state governments are unable IO hem 
efil from the values and savings hroughr on by the 
markelplace because their procureinerii system pro- 
cesses all computer purchases thesame way rhmugh 
competitive bids based on elaborate specificarions 
and equally elaboiate responses by veridon. Ey the 
time the proces is completed. govcmment ageiicies 
end up with cornniodity hardware and software illat 
costs significantly more than it would dowr at the 
local computer store. 

SOLUTION 
Srates should learn IO distinguish commodity 

products from non-commodity products in the iii- 

formation technology field and then siinplif), the 
acquisition of commodity items, such as PCs, prinr~ 
ers and oflice automation software, through thc LIS? 

ofcatalogs,master contracts, statestoresand the like. 
States should also eliminate bidding for small  pur^ 

chases of commodity i tem so that the hcnefits of 
the rcchnology can he realized without dclay. and 
thecost ofthc acquisitioncanbe minimized for both 
agency users and procurement stair. 

Who's Benefitting From Commodity 
Procurements: 

The state of'liexaar has simplified tli? prncure- 
nient nf cornpurer technology through its Qualified 
lnforiiiation System Vendor Catalogue. which are 
product listings by reiidors who have been screelied 

by rhe state. Once a vendor's catalog has bccn ac- 
cepted. agcncics can then negotiate prices for listed 

Califoniia lias developed rhe Multiple Award 
Schedule (CMAS). which allows agenciesto purchase 
i m n s  from companies wirh federdlly~approved 
(GSA) product schedules.Thishashad the 
effect of brnadenirig choices and speeding 

prodr1cts. 

up rhe aquisitian of computer products 
and scrviccs at the bcst price. Agencies 
transactions~~irhC~lAScanrcach$250.000 t0 distiripish 
without having to go through the tradi- 
tional bid process, saving them rime and 
speeding the acquisirion of timesensitive kOI l lZ1OIICOI?~ i l2~~& 

states s,Z,a&dlewrl 

C O I I U ~ I ~ ~ I ~ I ~ ~ ~ I C ~ S  

products aid technology 

North Carolina tias posted request for 
DroDoiai infomation. PC/Ixrivlieral and t h 1  sirnpIi@ their . .  . .  - "  

acquisition. other cornrnodiry pricing on the state's De- 
partment of Adminisrraiion Web site. The 
end result has been a system that offers 
more flexibility, efficiency and choices for buyers. 
Price information may be ripdated within 24 hours 
rather ttian monthly and is available to connected 
stare agencies. fow6. cities. public schools. state 
universities and hospitals. Uuyers are able to c o m  
parison shop among current vendor offerings on an  
"apples to apples' basis. creating greater competi- 
tion and better prices. Qualip is amred tlirough a 
Qualified Providers list. 

Scwral other states. including Michigan. use 
mater contracrs. which scrvc a large numhcr of agen 
cies. reduce the number of procurrnienb and. 
rhiaugh ccononiics of rralc, drjvc better bargains. 
Currently, Michigan has one niaStcr contract for all 
desktop computingprnducts and sctmiceS. Prices are 
exccptionalbccauseofthc hugcvolumcand tliclack 
of any conkact nianagcmcnt c.osts lor user agencies. 
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2. Building An Infrastructure for Electronic Commerce 
PROBLEM: 

State governments rely on manual system to 
identify products for procurenwit. advertise cori- 
tracts open Tor bid and to process purchase orders 
and invoices. The system is time consuming. costly 
and fraught with error. 

SOLUTIOIU: 
Elecrronic commcrcc has already caught on as 

a cost~effectivc and efficient method for ordering 
goods and services and for making payments in the 
private sector. Now it's cnpccted to become an aid 
for governnients and economic development. 

rornputerto~computer exchange of 0rde.r and pay- 
nieiil transactions for specific goods and services. 

Several states. including Oregon. Texas and 
hlassarhusetts. have set up databases of inforination 
on solicitations that are avaitablc ovcr the Internet. 
This form of electronic commerce will allow states 
to reach a much larger numbcr of bidders. thereby 
increasing the competition for highqualie goods 
and services. 

Since 1992, Oregon has allawcd vendon to ac- 
cess, view and download statc solicitations for bids 
using a PC and a modcm. No longer having to  con^ 

duct mass mailinzs to vendon for every bid oppor- 

. .  
electronic databases ofsolicitations, product pricing 
information, and other pertinent procurement in- 
lomation so that vendon and other interesled par- 
tiescanview and respond tu proposalselectronically 
over the Internet. 

goii1g 

Indiana conducted a nine month rest ending 
in 199G to investigate an electmnic conuncrce env i~  
roiinicnt in their stare. The results, with 150 yen- 
dors oarticioatine in fiw c.ommoditvarcas. wereevcn 

Texas and Massachuset[s have both SCt up 
projects involving electronic data interchange ~ the 

interchange. hut the involved vendon have contill- 
ucd to ask the State to roll out a ftllly operational 
syctern. 

3. Procuring Information Technology Based On Best Value 

PROBLEM: 
Your govcrnmcnt's procurement system is 

driven hy tlie need to be asobjectivc as possihlewhcn 
decidingwtiichvendor winsacontract. To maximize 
that ohjectivity, cost is given extraordinary weight in 
the selection process. When yon award a contract 
based on the lowst bid, too oftcn you end up with a 
product that is low in quality. high in risk and fails to 
mcet rhc needs of tlie agency. 

This iswe is especially important regarding the 
procurement of informalion technology. As your 
state increases its reliance on computers and tele~ 
conmuriicarions. it b critical that information s y s ~  
tem are built with qualit),, arc reliable and supported 
by reputable vendorr. Awarding tPchnology convacs 
tmed on low-bid C ~ T I  turn in10 a high~stdkes gamble 
fordeveloping computer systems that arc. completed 
O n  tinie arid aTP relidbk 

SOLUTION: 
Procurcnients based on best value take into 

considcrarioir a varicty of factors. including thc life 
cycle cos1 of cquipment. the past pcrformance of 
vendom and their abilityto succcsrfiilly cornplcrc the 

contract on time. T ~ P  state of Michigan often uses 
scoring models "1 which price is less than 33 per- 
cem of the total score for selecting a vendor. 

For some states increasing the emphasis on best 
value procurenleiits may simplyrequiresome astute 
leadenhip and training of government officials on 
how to apply "non-objective" rcquii-cements to the 
selection process. For other states, new legislation 
may bc rcquircd. 

Who's Using B e s t  Value: 
l'tie state oflexas has been applying txst value 

to its information technology procuremenv; since 
1993. The values include lifecycle costs. ernpluyre 
productivity improveinents arid vendor perfonnarice. 

The Cornnionwealth of Massachusetts recently 
rcformed its procurement policies and pi.occdurcs. 
The changes einponcr departmcnts 10 procurc 
goods and services at best value. Their handbook 
statcs: '...higher quality may bc niorc cost effective 
owr time when compared to a loircr quality, le.ss 
costly procurenlent. Long-term investments. as a p ~  
proptiate and necessary. and lorigtemi value arr also 
iinporiant comiderations beyond cost ...." 



. .  
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4. Developing Beneficial Partnerships With Vendors 

PROBLEM: 
State governnierits avoid strategic alliances with 

vendon to discourage the perception of favoritism. 
This is evident in the many state kdWS that impse 
short time h i t s  on a contract between a state and a 
vendor. These effom at objectivity and neutrality 
sene their purpose for procurements of traditional 
goods and sen'ices. hut have not worked well with 
procurement., of complex tcchnolog/. 

Computer technolog/ vendors. with their ex- 
perience and expertise, are dependable sources of 
highqualiry, technical and rnanagcrial assistance. yet 
few states can take advantage of these resources be- 
cause of contract tenn limitations. This leaves stater 
in the predicament of attempting to procure tech- 
nology for mission~ciitical systems without the ben- 
efit of a strategic partnership to share risk and add 
value to the procurement, beyond rhe initial specifi- 
cations. 

Tt-aditional rclationships with vendon under 
contract often vecr towards trouble because of the 
existing procurement process. Gorcrnmcnt often 
ends up bearing the financial risk of rhe project and 
paying the contractor's cosrs for change orders. PI.* 
tests, hearings and delays can c m e .  resulting in a 
systenr thar costs more than estimated, has fewer 
benefits and uses out-otdate rcchnology 

SOLUIION 
State governments must be more flexible when 

it comes to determining the length of time that a 
contract should exist. The issue B to create a part- 
nership ,~liereb?communication with a vendor pro- 
motes better understanding of state govemrnent 
needs and result ii longer-term contracts (not nec- 
essarily focused on creating additional responsibiii~ 
ties for the vendor but instead focused on promot- 
ing continual improvement ofsermices) . Longer~tenii 
contract should be designed to create partnerships 
with a vendor that will promote betier understand- 
ing of state government needs and allow For assess- 
riient of how the contract is performhig thus ensur- 
ing that the vendor is working towards meeting the 
requirements of state government and continually 
improving. 

A better understanding of the needs and 
requirements through the partnership proccss 
should lead to more eflicicncy and effectiveness on 
the part of the vendor to meet state government 
needs. For example. the vendor must be willing Io 
undergo an assessment conducted by the state or 
participate in a designaled assessment process to 
provide evidence to the s ~ t e  ofcontinuous improw 
ment. This approach may result in higher first year 
costs hut lead io reduced costs in succeeding years 

and greater efficiency hecause of rhe partnership 
process. The ability to get work done should be  in^ 
creased and the processes simplified because the 
supplier should be continually improving as a result 
of regular assessment. ContrdCt extensions should 
be contingent upon assessment result^. Additionally, 
awesmentresultscould beafactorforselectingren- 
don  when changes of sc.ope occur. 

Who's Forming Partnerships: 
The stare of Michigan routinely adds work to 

contracts if it is in the state's best interest. The state 
also makes extensive use of negotiations rather than 
competitive bidding to dramatically reduce the 
amount of time required to get essential work com- 
pleted in the field of inforination technoloa. Michi- 
gan is able to do this by using the WP to describe 
the nature of the problem ~ not the solutinn - Liy 
narrowing the number ofcategories ofcriteria. mak- 
ing it easier to coinpare thc different solutions of- 
fercd hy thc vendon and by using the process of 
"best and final offer" to move thc ncgotia- 

~ 

. .. 

State govemmeiits tion proccss swifrly to conchion. 

The California Franchise Tax Board 
formed a srrategic partnership with two 
qualified vendors in order to upgrade and 
replace their tax collection system. Rather 
tha~ d r a ~  UD detailed hid soecifications. 

IllUst be lIiore 

flem'ble whet1 it 
COlTIeS to detemin- 

should exis. able soiutions Once a vendor mas selected. 
the conimct %as then neomaied The Tax 

D~ 

Board financed the project from the sar~ 
ings and new revenue generated by the benefic8 of 
automation. 

For oneoftlie tlirccsy~temr. installed under the 
partnership. thc payback was five times higher than 
ivliat was originally cstirnared. As a result. the ven~ 
dor was paid back for its investment in five months 
rather than two years. The projcct took only four 
months to complctc cornparcd to the avcragc 18 to 
21 months for a projecr of this size 

7 
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: 5. Solving Problems With Solicitations 

PROBLEM: 
Too often. agencies issue solicitations for bids 

that include detailcd specifications for the final prod- 
uct. Thisworks fmc for simple coinmodities. but not 
for complex computer etenls, where more than one 
solution to the problem may exist. 

Detailed bidspecifications limit or 
preclude vendors fromproposing their 
best solution. Instead. vendors propose 
only the solution that the agency has 
requested These bids also are difficult 
for an agency to write, requiring ex- 
haustive research and development to 
determine thc best solution. 

SOLUTION: 
Write bids that briefly state thc 

prohlcni *ithout the need for detailed 
specifications. Vendon. who are the 
subject matter expc'ts, can usc their 
discretion and creativity to offer an  in^ 
nwative solution rather than simply 
replicate the agency's specifications. 
Vendon, who offer a solution of their 
own design that they believe will work. 
are more willing to share in lhe 
project's risk. 

Risk sharing is considered an irn- 
pornit step in helping large. nonconi~ 
modity procurements oftechnology to 
succeed. Governments can structure 

agreements where the vendor/partner is paid part 
or all of the lee based on achieving a desired out- 
come. Another option inmlves pqment to the ven~ 
dor/partner based on a percentage of wings gen~  
erated by die new computer system or a percentage 
of increayed collections (cornputersyxems that iden- 
ti6 businesses that havm't paid certain taes. for ex- 
ample). 

Who's Writing Problem-Oriented Bids: 
Michigan has slimmcd down the devclopment 

ofits bids. cutting the time it takes to draft a Requcst 
for Proposal (RFP) from weeks or even months to 
just houn. The California Franchise Tax Board also 
stated its bid in the form of a problem rather than 
spccQing tlicdetails of thc bid. The Board rcporrcd 
significant benefitsfrom the new approach (SE 'Wioi 
Fmninfi Partnmhip " on pap 5). 
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Getting Started With Pmmment Reform 

Lower costs. Better business practices. 

An infrastructure for 21st Century electmnic 
commerce. improved sewices for taxpayen. The 
benefits of ijrocureirient reform are clear and  coni^ 

- 'The state of Michigan created the post of ctLief 
information officer (CEO) arid gavethe position 
control of procurement as ir relates to irifomna~ 
tiori technology. Not restricted by any state laws 

pelling. Yet the move from inrrtia to action "lay seem 
complicated. Every state has different circumstances, 
different need\. No single approach to reform will 
work for all state governments. Instead. take a look 
at how several states began rheir reform efforts and 
share their ideas and plans with your key  govern^ 
mcnt officials io  get the ball rolling: 
* The state of Alaska formcd a Procurement Ad- 

visory Council. which reviewed all procuremenr~ 
relatcd statutes, regulations. policies and prac~ 
tic-. The Council, which consists of all ioajor 
svdkeholdersinthe stare. as wellassome leaders 
fromthe private sector, ideniified those elements 
of procurement that weren't effective ,and  be^ 
gan to restructure thcni through re~engineer- 
ing and new legislation. 

Thcstaterecently adapted changes to its model 
pmcurcincnt code based on broad concepts for 
procurement rcform, including i m t  valuc, part 
nwships and past performance as a crircria. 

The Comnronnealth of Marsachusetts formed 
a purchasing work group, consisiing of several 

- 

governing procurement. the CIO has intra- 
dured a nurnberofnewprocurement 

cureinciit of all major information 

&t the move technology systems. whdc alloumg 
aeencv u s ~ r s  the drscrction to makc 
" I  

smaller procurements. tiom inestia to 

director and key staff members of 11 
customer agencies to review the p m  
curenlent system and find ways of streamlining 
the procurernelit process. After a detailed  re^ 

view of the way procurements haw traditionally 
been conducted in that state, the team received 
the gover-n~r's apprOvdl in July. 1996 to imple- - .~ 

departmen;. including the Departinent of  pro^ 
curernen1 and General Services and the Office 

merit several rcromn~endations. including mow 
uurchasine authority wanted to aeeiicies. ad- 

of the Comptroller, and established a procure- 
inem program baed vi? a number of reform 
initiatives. 

The work group changed tlic state's procure- 
ment enipliaris from low bid to best value. C O ~ T ~ ~  
bined four separate state regulations on procure- 
menr. running nearly 100 pages long, into one 
regulation just seven pdgs in length, issued a 
n w  procurement policiesand procedures hand- 
book and developed an electronic clearinghoure 
for proposals and solicitations availablc over the 
Inremet. Othcr changes added grcater flexihil- 
ity to die state's procurcmcnt process. 

I ~- 
cquately trained and staffcd to fulfill the rcquirc~ 
mcnrs foz-secking the best whc in purchasp~. 
Thir ncw purchasing environment will bcconic 
effec.tive in October 1996, and will substantially 
decreasc the time rcquircd to make most pur- 
chases below $25,000 while, at thc samc time. 
ensuring agencies get thc products chep need 
and vendors get paid more rapidly. 

9 
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Putting Procurement Reform Into Action 

Every stare has its own methodologv for prob~ 
lern solving. What follows are some tips taken from 
real experiences and studies of procurernent reform 
and information technology: 
* Identify the st&elmlders. Include those from 

procurement, intorinariori technology axid user 
agencies. Consider input frULTl ttie businen coni- 
munity. - Talkwithstates that havealreadyrefomied their 
procuremnit systems. 

Bccomefamil i~withrhcr~ge ofprocurcnicnt 
refoi-ni strategies rhat can benefit your  govern^ 
ment. (NASPO and NASIRE trave identified 
more than 40 problem areas in procurement 
and ways to reform them). 

Uraft a list of goals for procurement reform. - 
* Develop a strategic plan. 
* Roll out rerornis. Start with those that wil l  have 

the most immediate effect arid best payback. 

Resources 
This report has been developed by the 

National Association of State Infomariorr Resource Executives 
and the National Assoriation of State Purchasing Officials 

as part of a Joint Information Technology Procurement Project. 

For nmre infonrmtioi\ on IKLV you can Iwgirl procurement reform. please contact: 

Gary Lambert 
Depuy Srare Podiasing Agcnt 

Operarional Services Division 
Conmionwealth of Massachusetts 
One Ashhurton Place. Room 1017 

Boston. M A  02108-1552 
617/727-7500 x-260 

glainbertOstate.ma.us 

P.K. Agarwal 
Chief InEomation Offier 

Information Technology Division 
Franchise Tax Board 

P.O. &x 2229 
9645 Butterfield Way 

Sacramento. CA 95812-22'19 
916i815~5.530 

pagarnalOftb.ca.go\ 

7he report and addilimal &si practices may be found 
ai Ihr NASPO arld NASIRE hmnepaps: 

t i r t ~ ~ : i i i ~ ~ ~ ~ . s ~ a t e . k ~ . ~ s / n a s i ~ ~ e / N A S I R ~ ~ ~ ~ a i t ~ . t ~ t ~ ~ i l  
Imp: /iwww.riaspo.org 

PO 
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i *ibSOClhTION ***+ 
Reforming State Procurement to Buy the Best Information Technology Solution 

The procurement methods used by many states to buy information technology (IT) are obsolete. New 
state procedures are needed to speed the process for buying IT systems, ensure that the best solutions 
are obtained, and avoid costly failures. 

For many states, the procurement methods used to buy information technology are obsolete. Rules 
enacted over time to protect states from contractual abuses have led instead to complex procedures 
that consume time and money and often result in the purchase of outdated equipment. 

Major changes to state procurement policies must be made to meet the needs of an information 
technology (IT) world. The contracting process must incorporate flexibility, common sense, and a 
recognition that IT products and services are rapidly evolving. New approaches must speed the 
process for buying IT systems, ensure that the best solutions are obtained, and avoid costly failures. 
States can use several approaches to improve the timeliness, efficiency, and quality of IT purchases. 

Write solution-oriented bids that ask vendors to propose an IT business solution to state- 
identified problems and goals. Traditionally, states have spent considerable resources crafting 
their own solution and then asking vendors to meet the precise requirements specified by the 
state. This often has led to projects becoming obsolete before they start and made changes 
costly. Solution-oriented bids define the business problem to be solved and take advantage of 
the private sector's expertise and creativity in crafting a response to the problem. 
Use value-based purchasing to judge the merit of one proposed solution relative to another. 
Under value-based purchasing, government buys the best IT solution available, not the solution 
that only costs the least. In judging contract proposals, value-based purchasing enables states to 
consider total life-cycle costs, quality, vendor performance, and other benefits, such as revenue 
generated and improved technical merit. 
Form long-term strategic partnerships with qualified vendors. Strategic partnerships enable 
states to work with qualified vendors to solve specific IT problems in government over time. 
An initial process asks vendors to demonstrate their qualifications to serve as partners. Then 
work can be executed through streamlined, solution-oriented contracts. 
Share risks and benefits with vendors to avoid failures and improve the performance of large, 
complex contracts. States are devising new approaches, such as paying contractors through 
savings generated by IT solutions, having vendors pay for a system's installation and 
reimbursing them through the purchase of services supplied, and making payment contingent 
on the benefits realized to the state. In addition, states are beginning to divide large, complex 
IT projects into smaller discrete tasks to improve oversight and judge progress. 
Create a pool of qualified vendors to make day-to-day hardware and software purchases more 
cost-effective. Such vendors must meet certain standards and procedures when selling products 
to the state, have a single point of contact for all price quotes and services, and meet state- 
specified computer standards to ensure system compatibility. Authorized state employees can 
then simply purchase preapproved products from any of the precertified vendors. 

http://www.nga.org/common/issueBriefDetailPrint/1,1434,118 1 ,OO.html 1 /20/03 
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Procurement reform can be one of the strategies to achieve the Governor's IT vision for the state. 
However, for procurement reform to reach its full potential, it must be part of a systemic reform of 
how the state governs, buys, and deploys information technology. This includes naming a state chief 
information officer (CIO) who has statewide authority over computer architecture, goals, and 
procurement. 

. ~ ~~~ ~~~~~~~ ~ ~ ~ . ~~ .~~ ~~~~ ~~~~~~~ ~ ~~ ~~ ~ ~~ ~ ~~ ~~ ~ 

Printed from the NGA web site. 

Please note that this printable version may not contain the full text of any PDF tiles or other 
attachments. 
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Reforming State Procurement to Buy the  Best Information Technology Solution* 

S u m m a r y  
For many states,. the procurement methods used to buy information technology are obsolete. Rules 
enacted over time to protect states from contractual abuses have led instead to complex procedures that 
consume time and money and often result in the purchase of outdated equipment. 

Major changes to state procurement policies must be made to meet the needs of an information 
technology (IT) world. The contracting process must incorporate flexibility, common sense, and a 
recognition that IT products and services are rapidly evolving. New approaches must speed the process 
for buying IT systems, ensure that the best solutions are obtained, and avoid costly failures. States can 
use several approaches to improve the timeliness, efficiency, and quality of IT purchases. 

Write solution-oriented bids that ask vendors to propose an IT business solution to state- 
identified problems and goals. Traditionally, states have spent considerable resources crafting their 
own solution and then asking vendors to meet the precise requirements specified by the state. This 
often has led to projects becoming obsolete before they start and made changes costly. Solution- 
oriented bids define the business problem to he solved and take advantage of the private sector’s 
expertise and creativity in crafting a response to the problem. 

Use value-based purchasing to judge the merit of one proposed solution relative to another. 
Under value-based purchasing, government buys the best IT solution available, not the solution 
that only costs the least. In judging contract proposals, value-based purchasing enables states to 
consider total life-cycle costs, quality, vendor performance, and other benefits, such as revenue 
generated and improved technical merit. 

Form long-term strategic partnerships with qualified vendors. Strategic partnerships enable 
states to work with qualified vendors to solve specific IT problems in government over time. An 
initial process asks vendors to demonstrate their qualifications to serve as partners. Then work can 
be executed through streamlined, solution-oriented contracts. 

Share risks and benefits with vendors to avoid failures and improve the performance of large, 
complex contracts. States are devising new approaches, such as paying contractors through savings 
generated by IT solutions, having vendors pay for a system’s installation and reimbursing them 
through the purchase of services supplied, and making payment contingent on the benefits realized 
to the state. In addition, states are beginning to divide large, complex IT projects into smaller 
discrete tasks to improve oversight and judge progress. 
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Create a pool of qualified vendors to make day-to-day hardware and software purchases more 
cost-effective. Such vendors must meet certain standards and procedures when selling products to 
the state, have a single point of contact for all price quotes and services, and meet state-specified 
computer standards to ensure system compatibility. Authorized state employees can then simply 
purchase preapproved products from any of the precertified vendors. 

Procurement reform can be one of the strategies to achieve the Governor’s IT vision for the state. 
However, for procurement reform to reach its full potential, it must be part of a systemic reform of how 
the state governs, buys, and deploys information technology. This includes naming a state chief 
information officer (CIO) who has statewide authority over computer architecture, goals, and 
procurement. 

Tradit ional  Procurement Systems and Practices A r e  Problematic 
Most state and private IT professionals cite the following problems in state procurement systems used 
to purchase information technology. 

The process takes too long 

Vendors are given overly complex and detailed specifications to meet when designing and 
installing a system. Often, original project specifications must be renegotiated during system 
development. 

Proposals are judged chiefly on cost, not on their overall benefit to the state. 

All risks tend to be assigned to the vendor, and rewards are not used to spur performance 

Today’s state procurement systems reached this point because they are largely built on mistrust. They 
assume that without rigorous procedures and layers of oversight, government workers cannot be 
trusted to make the right decisions. Many of the present rules were enacted to address prior incidents of 
fraud and abuse between government and contractors. However, the processes implemented to correct 
these problems now severely hamper states’ ability to buy the best IT solutions swiftly and efficiently 
and no longer shield them from failures. A report by a California task force on procurement notes, “For 
decades, public trust has been based on the principle of checks, balances, and controls. When failures 
occur, the typical response has been to add more layers of control. As layers of control are added, the 
processes instituted to protect the public trust become so cumbersome as to constrain the ability to 
effectively manage risk.”’ 

The Current IT Bid Process Limits Innovation 
Most state IT purchases start badly because the state presupposes a solution and then asks vendors to 
supply the solution the state has identified. Before bidding even begins, most state agencies spend 
considerable time designing the IT system it wants and defining the contractual requirements for 
meeting this design. The design requirements are sent to potential bidders in the form of a 
“request for proposal” (RFP). To ensure a fair process, interaction between potential bidders 
and state officials is limited. Bidders are evaluated on their ability or willingness to comply 
with the detailed design requirements and their cost for completing the contract. 

This traditional approach treats the state’s purchase of IT goods and services in the same way 
as its purchase of furniture, supplies, and other durable goods. Years ago this approach 
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worked because most IT functions were simpler and the pace of change was slower. Most 
applications involved transforming discrete paper-based functions into automated systems 
with large amounts of data storage. Such projects usually involved only one division or 
agency, used cenealized applications, and employed the same inputs and outputs as the 
paper-based processes they replaced. Because computers were not capable of network 
applications, there was little cross-department interaction and the impact of the project on 
other data systems was limited. Moreover, updating an automated process usually meant 
making a change only in a mainframe computer; it did not affect how decentralized personal 
computers (PCs) worked together. 

In contrast, today’s IT projects are networked, complex, and often multijurisdictional. The 
applications can span numerous agencies and diverse technical environments. They support 
hundreds of users, involve a multitude of processes, and can deliver services to thousands of 
clients. Projects are often so large and complex that the full detailed functional and technical 
requirements of the solution cannot be known in advance and often can be determined only 
as the system is being constructed. In many cases, the full capabilities of the technology 
change after the project starts, so requirements must remain flexible. 

The Current Process Fails Large IT Projects 
Traditional procurement practices fail these large IT projects. The long delay associated with 
finalizing many complex IT contracts-sometimes a year or more-often means that a 
project’s technical design is obsolete even before it begins. Most decisions also are based on 
the “bottom line,” meaning that a winning bid is judged chiefly on cost, not on its overall 
benefit to the state. 

The current process also does a poor job of handling problems encountered during 
installation. Because the state specifies the solution it wants in its proposal request, winning 
bids must continue to meet the original project specifications even when the technology, 
systems, and goals change. Unfortunately, few projects that extend beyond a year can 
continue without some redesign. Consequently, contractors must renegotiate their 
agreements, comply with outdated requirements, or bear the expense of making needed 
changes. As the California Task Force on Government Technology Policy and Procurement 
notes, “The policies and procedures instituted to ensure that IT expenditures are appropriate 
have created an environment in which it takes too long to develop an IT solution from 
conception to implementation; problems or mistakes are not quickly surfaced; projects are 
subject to delays and cost overruns; more appropriate technologies are often bypassed in 
favor of an outdated solution; and an adversarial relationship between the state and its 
vendors prevails.”2 

The inefficiencies of the current process also are costly to the state. A study comparing the 
cost of procurement in the public sector with the cost of procurement in the private sector 
found that governments spend an average of five and one-half cents to process every dollar 
of procurement, while the private sector spends just one cent of every dollar to do the same.3 

Moreover, the focus on selecting the contractor with the lowest-cost bid does not always yield 
the best solution. Projects that have an opportunity to provide greater benefits to the state, 
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including increased revenue or savings, longer life, and improved services, might be ignored 
if they are more expensive to install. 

Finally, the inflexibility of many traditional contracts can lead to higher installation costs and 
even failure. Most large and complex IT projects run into problems. Stopping work to 
renegotiate design specifications needlessly extends the timeframe of many projects. 
Eventually, the project is completed a t  a cost higher than anticipated or is abandoned if costs 
get too high. Although the vendor may be liable in the short run, the state ends u p  bearing 
the cost of failure over time, as conkacts are cancelled before projects are finished and 
qualified vendors choose not to bid on future work. 

New Approaches Are Needed for IT Procurement 
New procurement approaches for information technology must give contractors and agencies the 
latitude to be creative and design the best IT solutions that government can buy. Private-sector firms 
and other states already embarking on change can guide the efforts of states interested in reforming 
procurement practices. Reforms to state government’s process for buying IT goods and services should 
make the purchase of IT hardware, software, and business solutions swifter and simpler; give all 
projects the opportunity to incorporate the most cumnt hardware and software; ensure that the state 
receives the best value for its investment; and improve performance in completing large, complex IT 
projects. 

Several procurement changes proposed or in use try to achieve these goals, and many of these 
approaches can be used together. Innovative approaches include: 

writing solution-oriented bids; 

using value-based purchasing; 

forming strategic partnerships with vendors; 

sharing risks and benefits with vendors; and 

creating a pool of qualified vendors. 

Writing Solution-Oriented Bids 
Detailed bid specifications limit or preclude vendors from proposing their best solution. States should 
write bids that arficulafe the problem to be solved and ask the vendor to propose a solution. Such bids 
can be brief and simple. They enable vendors to spend their resources devising a creative solution and 
states to focus their resources on choosing the best idea, not the closest match to complex 
specifications. 

As John Kost, former CIO for Michigan, points out, “In a reengineered purchasing process, there are 
essentially only five steps: 

determine the problem; 

pick the best solution; 

have vendors identify possible solutions; 
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buy it; and 

Several states are using solution-oriented bids. One of the first to do so was Michigan, which began 
major reform efforts in 1993.4 Through a simplified bid process, the state has cut the time it takes to 
draft an RFP from months or weeks to hours. For complex projects, maximum flexibility is maintained 
to ensure that the state has the opportunity to select not only the right vendor, but also the right 
solution. Further, antagonistic relations with vendors are avoided as much as possible and approaches 
often are discussed before invitations to bid are published. 

The California Franchise Tax Board (FTB) also has examined procurement reform and solution- 
oriented bids. The FTB believes that solution-oriented bids work best for new technology and high-risk 
projects because these projects often exceed the capabilities of in-house expertise. Moreover, asking 
vendors to pose a solution provides them with an opportunity to detail other benefits the state might 
realize from their proposal.’ 

explain the decisions (if necessary).’’ 

Using Value-Based Purchasing 
Value-based purchasing requires the state to buy the good or service that produces the best overall 
value. For example, if company A offers to build a system for collecting taxes that costs the state 
$5 million but yields $10 million in added revenue, then company A’s bid has a net value of $5 million 
to the state. In contrast, if the system offered by company B costs $10 million but retums to the state 
more than $40 million in added revenue, then company B’s bid has a net value of more than 
$30 million. Under a traditional procurement approach, company A’s b i b t h e  low-cost solution- 
would win the contract. Under vahe-based purchasing, the state would choose company B, paying 
more up front hut receiving much more in retum over the long term. 

Value-based purchasing can take many forms. In some cases, the benefit may be measured in an 
expanded set of services provided by one vendor’s solution over another. In other cases, the winning 
bid may involve a system with higher initial costs but lower life-cycle expenses and easier updating 

. capabilities. Procurement based on best value considers numerous factors, including the life-cycle cost 
of equipment, the past performance of the vendors, and a vendor’s ability to deliver the good or service 
on time. Rating these factors may not always yield a net benefit to the state, but the rates can be used to 
compare the net benefits of various projects and choose the one that provides the biggest “bang for the 
buck.” 

There are many ways to ensure that a state agency practices best-value procurement. As the National 
Association of State Purchasing Officials and National Association of State Information Resource 
Executives note in their report Buying Smart: State Procurement Saves Millions, some states may need 
only “astute leadership and training of government employees on how to apply ‘nonobjective criteria’ 
to contract selection.”6 Other states may need new legislation. 

North Carolina enacted its “best value” law in 1998 (see Appendix A). Signed by Governor James B 
Hunt Jr., the law defines the best-value method as: 

the selection of a contractor based on a determination of which proposal offers the best 
trade-off between price and performance, where quality is considered an integral 
performance factor. The award decision is made based on multiple factors, including: 
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total cost of ownership, meaning the cost of acquiring, operating, maintaining, and 
supporting a product or service over its projected lifetime; the evaluated technical 
merit of the vendor’s proposal; the vendor’s past perfqrmance; and the evaluated 
probability of performing the requirements stated in the solicitation on time, with high 
quality, and in a manner that accomplishes the stated business objectives and 
maintains industry standards compliance. 

Several other states have similar laws or regulations that require best-value purchasing to acquire 
information technology. Additional public-sector examples of putting best-value purchasing into 
practice include the following.7 

Massachusetts used a value-based contract to return an agency from fiscal receivership to 
financial health. The state contracted with a vendor to create a system for processing 
federal reimbursements. The contractor agreed to receive payment only if the agency 
received at least as much money from the new system for processing federal 
reimbursements ,as it did before project implementation. As the agency became more 
proficient at processing federal forms, generating more money for the state, the 
contractor’s share of the benefits increased. Agency benefits increased from $120 million 
annually .to $217 million annually. In addition, the contractor automated the forms 
processing, making the agency more efficient and saving additional money. 

The US. Department of Education used per-transaction contracting to design, build, and 
run its Direct Student Loan Program. Under the agreement, the contractor built and paid 
for the new system, assuming all risk up front. After the system became operational, the 
contractor was paid for its services on a per-loan-processed basis. With a clear 
understanding of the goal, a system was built that should save the department $6.8 billion 
by fiscal 2000 and return a profit to the contractor. 

In Ontario, Canada, an independent report submitted to the Ministry of Community and 
Social Services indicates that its new welfare system will save $300 million (in Canadian 
dollars), giving the government a 222 percent return on its investment. The ministry 
collaborated with a contractor to improve the delivery of social assistance to the needy. 
As part of this project, the contractor agreed to forfeit its fees unless the government 
realized savings from the firm‘s work. The savings came from reducing welfare fraud and 
overpayments (see Appendix B). 

Forming Strategic Partnerships with Vendors 
Forming strategic pamenhips between the state and a vendor (or a pool of vendors) is another new 
approach to purchasing information technology. Under this approach, private industry is invited to 
participate closely with government to develop business solutions for specific areas of governance. A 
strategic partnership usually involves a long-term relationship in which the state and vendor work 
together to define, develop, and deliver IT solutions. In many ways, strategic partnerships tllm 
traditional procurement on its head. Instead of the state maintaining a respectful distance from its 
vendors and selecting new ones on a per-project basis, the state chooses to work closely with a few 
vendors on several projects over time. 
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Under the strategic-partnership approach, the state publishes an initial RFP inviting vendors to become 
partners. This request usually does not focus on a specific project or ask for a cost proposal; instead, it 
asks vendors to demonstrate their qualifications for delivering specific types of IT business solutions. 
The state selects only the vendors that have the resources, expertise, creativity, and financial ability to 
provide the best solutions for the project areas being bid. The selected qualified partners execute a 
formal agreement to work in trust, resolve differences through negotiations, and work side by side with 
the state agency hiring them to craft solutions and projects. Future state agency work is limited to these 
strategic partners. 

Kentucky’s Strategic Alliance Services 

Kentucky recently incorporated the strategic-partnership approach into its procurement process, 
calling it “strategic alliance services” (SAS). As stated in the initial request to form partnerships: 

It is the intent of these contracts to provide state agencies [with] an avenue to build 
an ongoing, long-term relationship with a vendor who will provide the necessary 
expertise and resources to effectively manage and implement information 
technologies to meet the business needs of the agency. In other words, such 
contractors would become a supplemental workforce to the agency’s and state’s IT 
staff. 

Kentucky’s goal is to establish multiyear strategic alliances to obtain comprehensive IT services 
throughout the life of any given project. Through a thorough initial bid, the state selects a firm or 
firms with which to form a strategic alliance for specific IT needs. The work is then implemented 
through contracts with the alliance firms that can be awarded in an abbreviated and streamlined 
manner. Innovative risk-sharing procurement mechanisms also are explored through the contracts. 

Kentucky’s SAS has established qualified partners to bid on full-service and niche areas of IT 
development; niche areas include disciplines as broad as system design and as narrow as printing 
solutions. Bid requests sent to the alliance partners tend to be short and focused, because the need to 
demonstrate qualifications is eliminated. For example, the key elements of a recent bid request from 
the state for a complete overhaul of the state’s workers’ compensation,fund were described in fewer 
than twenty pages. The document included a brief defmition of the fund, a description of what the 
state wants to fix, and a statement of goals for the new system (see Appendix C). 

Sharing Risks and Benefits with Vendors 
Designing, developing, and installing a large-scale and complex IT business solution can be a costly 
and risky venture if these activities are not managed correctly. Not surprisingly, the traditional 
procurement and contract management practices used by many states have led to failures of large IT 
projects. Many agencies have faced the unwelcome prospect of stopping large contracts after 
significant funds have been expended and before the project has been finished. In many cases, the 
projects are abandoned indefinitely. 

California, a state requiring numerous large and complicated IT government services, has experienced 
several failures in the 1990s. In 1994 the department of motor vehicles stopped a six-year, $55-million 
effort to modernize its driver’s license and vehicle registration systems. In 1997, after spending 
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$1 I 1  million, the state abandoned its effort to establish a statewide tracking network for child support 
payments.’ Such failures are not unique to California, but the price tag for failure may be higher there 
because of the size of the state and the scope of any application implemented. 

Projects that fail hurt the state and the vendor building the project. The state loses money, the vendor 
usually faces some financial penalty, and both suffer losses in their reputation. Consequently, a key 
goal of procurement reform is finding ways to make large projects less risky and costly to the state and 
the vendor through better project management and the sharing of risks and benefits. 

Skilled government managers and experienced vendors point to several tules of thumb for managing 
large IT projects, sharing risk, and avoiding failure. First, most experts agree that procurement reforms 
such as solution-oriented bids and best-value purchasing are necessary to reduce the problems 
encountered in large projects. These reforms enable the state to make swifter contracting decisions, 
take advantage of outside experts, and design payment schemes that reward contract performance and 
limit state liability. 

Second, experts recommend that large-scale projects be broken down into smaller contracts that can be 
overseen and managed separately. Even if an overall IT solution has been agreed to, it should not be 
executed through a single contract. Smaller bids enable progress to be measured, adjustments to be 
made, and, in a worst-case situation, the project to be halted before too much money is spent. 

Third, many experts recommend that large contracts be subject to an independent assessment, usually 
by an outside consultant who represents neither the vendor providing the solution nor the state. 
Independent consultants can oversee each phase of the project, suggest changes, and warn participants 
before failures seem imminent. Independent consultants may spot problems more quickly because they 
do not have an investment in the project’s outcome. 

Finally, the most effective way to encourage success and limit failure is to share risks and benefits with 
the vendor. Best-value purchasing options such as the following can be useful in this regard. 

Pay the vendor wholly or in part through savings generated by the IT business solution (see 
Appendix B). 

Require the vendor to cover the installation cost of the project and pay the vendor back by allowing 
it to charge for the services rendered. For example, a vendor could be reimbursed from the 
application fees charged under a newly developed state motor vehicle licensing system. 

Pay the vendor, in part, only after measurable benefits are accrued by the state. For example, 
vendor payment could depend on a new automated tax system’s demonstrating an increase in tax 
processing. 

Creating a Pool of Qualified Vendors 
States are increasingly recognizing the inefficiencies of multiple agencies independently buying off- 
the-shelf hardware and software to support basic state offlce systems. Computers purchased in this 
manner are sometimes incompatible with other state computers, opportunities for volume discounts are 
missed, and multiple vendors often are needed to obtain the desired goods and services. When a 
systemic reform effort includes naming a statewide chief information officer, he or she can establish 
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procedures to speed and simplify commodity purchases and ensure that all state agencies buy 
compatible hardware and software for desktop systems. 

States are using two approaches to speed and simplify the purchase of everyday IT goods and services. 
The first approach is to establish a pool of certified vendors from whom state employees may order 
hardware and software. Each certified vendor is required to have a single point of contact for all 
purchases and simplified invoicing systems. The second approach also uses a pool of certified vendors 
but expands the concept by having the vendors offer their goods and services through a web-based 
catalogue that is accessible to state employees. 

The Arizona Government Information Technology Agency (GITA) recently began implementing 
simplified purchasing procedures For microcomputer hardware, software, and peripherals. The goal of 
its Asset Management Program is to reduce Arizona’s costs for purchasing microcomputers and off- 
the-shelf products. The state found that it maintained more than 30,000 PCs and laptops. Its costs for 
hardware alone exceeded $50 million annually. To acquire basic desktop products and services, each 
state agency would make purchases from several vendors under several different contracts. In addition, 
many other political entities, such as cities and schools, purchased products and services under the 
state’s microcomputer contracts. This haphazard approach resulted in duplication of effort, 
interoperability problems, and cost inefficiencies. 

The new Arizona strategy aims to correct these problems. The Asset Management Program enables 
state agencies to quickly determine prices on a comparable set of goods across vendors, make timely 
purchases, and receive volume discounts. In addition, all purchases must conform to hardware 
standards that apply to all users. 

Arizona’s Asset Management Program 

Key elements of Arizona’s Asset Management Program include the following. 

A pool of qualified vendors. The state qualifies and enters into contracts with a limited 
number of microcomputer vendors. The contracts allow state agencies to purchase or lease 
microcomputer hardware, software, and related services. 

Single point of contact for all purchases. Each vendor is required to provide a single point of 
contact for the purchase of all products and services. Each state customer can call one number 
per vendor and order all products and services from that contact. 

One-stop shopping. Each vendor is required to provide an extensive list of products and 
services to all state agencies, enabling them to use only one requisition and purchase order 
when filling procurement needs. 

Standards. All products offered by qualified vendors must conform to personal computer 
standards established by the Arizona Government Information Technology Agency to ensure 
compatibility across all parts of Arizona government. 

A web-based catalogue of qualified vendors extends the concept of a qualified vendor pool. This 
approach dramatically speeds up the process for obtaining and comparing bids and reduces the amount 
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of paperwork needed to fill orders. Qualified vendors provide online catalogues with products and 
prices tailored to each state’s contract. The online purchasing system is accessible on the Internet as 
well as through each participating state’s intranet. 

Massachusetts has pioneered this approach through its E-Mall pilot project. The project is a multistate, 
Internet-based electronic procurement system that offers authorized employees of participating states a 
direct way to locate and purchase products from prequalified vendors. Products are not limited to 
microcomputers and software; the E-Mall is designed to eventually fulfill all state purchasing needs. 
Scheduled to end on September 30, 1999, the E-Mall pilot includes four other states-Idaho, New 
York, Texas, and Utah. California also is implementing a similar web-based procurement system to 
speed and simplify its purchases through electronic ordering from vendors. 

Procurement Reform Can Work 
States serious about changing the way they purchase IT goods, services, and systems cannot expect to 
do so overnight. Developing solution-oriented bids, determining the best value, sharing risks and 
benefits creatively, and simplifying everyday commodity purchases require leadership, training, and a 
shifi in philosophy and, often, culture. Moreover, changing the way information technology is 
purchased in one agency without changing it in all agencies could yield little, if any, improvement. As 
Ron Ridderbusch, a former deputy state CIO notes, “The problems and solutions of procurement 
reform have been documented, discussed, and argued for nearly a decade. The problem is 
implementation. State leaders must be committed to change.”’ 

To be successful, procurement reform must be part of a larger effort to change how the state manages, 
purchases, and deploys information technology. This type of systemic reform includes several steps. 
First, the state must name a CIO. The state CIO should be responsible for establishing computer 
system standards across the state and for creating procurement guidelines for all agencies. He or she 
should also be given the authority to enforce the standards and guidelines. In addition, a state CIO must 
have the confidence and ear of the Governor and be able to implement the Governor’s vision for the 
state’s use of information technology. Creating this position and giving the CIO the authority necessary 
for success can be difficult. Agencies will be reluctant to relinquish their authority to independently 
design computer architecture or change the way they purchase information technology equipment and 
systems. (The position and responsibilities of the state CIO are explored in “Managing State 
Information Technology: Defining the Role of the CIO.”’@) 

Second, procurement reform must be implemented statewide. Adequate training must be given to those 
using and overseeing procurement, and authority must be given to those wanting to implement 
changes. Many new practices will require that line employees be empowered to make decisions and 
engage in negotiations, so procurement reform can meet with resistance from those accustomed to 
layers of management review and approval. 

Finally, and most importantly, the Governor needs to establish a vision for how the state will use 
information technology. As the state’s chief executive and as a manager of the business of government, 
the Governor can identify opportunities for state action to improve service delivery to citizens. It then 
becomes the responsibility of the state CIO to determine what role information technology can play in 
transforming government to achieve this vision. 
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Appendix A: North Carolina’s “Best Value” Law 

Background 
North Carolina moved away from “low-bid information technology (IT) acquisitions when the 
legislature passed a “best value” IT procurement bill, which was signed into law by Governor James B. 
Hunt Jr. in October 1998. The law became effective December I ,  1998. The new law mandates that the 
state’s acquisition of information technology be conducted using the best-value procurement method, 
which is defined in the bill as the proposal that “offers the best trade-off between price and 
performance, where quality is considered an integral performance factor.” Among the factors that must 
be considered in awarding a contract are total cost of ownership; technical merit; past performance; 
and the probability of performing the requirements stated in the solicitation on time, with high quality, 
and “in a manner that accomplishes the stated business objectives and maintains industry standards 
compliance.” 

In addition, the new law stipulates that when an acquisition is deemed to be highly complex or when it 
is determined that the optimal solution to the business problem is not known, then the use of “solution- 
based solicitations” and “government-vendor partnerships” is authorized and encouraged. A solution- 
based solicitation means one in which the requirements are stated in terms of how a product or service 
that is being acquired should accomplish the business objective, rather than in terms of the technical 
design of the product or service. 

The complete text of the new law follows. 

Text of Law 
GENERAL ASSEMBLY OF NORTH CAROLINA, SESSION 1997, SESSION LAW 1998-189, 

HOUSE BILL 1357 

SIGNED BY THE GOVERNOR AND ENACTED OCTOBER 12,1998 

AN ACT TO PROVIDE FOR “BEST VALUE INFORMATION TECHNOLOGY 
PROCUREMENTS. 

The General Assembly of North Carolina enacts: 

Section 1. Chapter 143 of the General Statutes is amended by adding a new section to read: 
“5 143-135.9. ‘Best Value’ information technology procurements. 

(a) For purposes of this section: 

( I )  ‘Information technology’ includes electronic data processing and telecommunications 
goods and services, microelectronics, software, information processing, office systems, any services 
related to the foregoing, and consulting or other services for design and/or redesign of business 
processes. 

(2) ‘Best Value’ procurement means the selection of a contractor based on a determination 
of which proposal offers the best trade-off between price and performance, where quality is considered 
an integral performance factor. The award decision is made based on multiple factors, including: total 
cost of ownership, meaning the cost of acquiring, operating, maintaining, and supporting a product or 
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service over its projected lifetime; the evaluated technical merit of the vendor‘s proposal; the vendor’s 
past performance; and the evaluated probability of performing the requirements stated in the 
solicitation on time, with high quality, and in a manner that accomplishes the stated business objectives 
and maintains industry standards compliance. 

(3) ‘Solution-Based Solicitation’ means a solicitation in which the requirements are stated 
in terms of how the product or service being purchased should accomplish the business objectives, 
rather than in terms of the technical design of the product or service. 

(4) ‘Government-Vendor Partnership’ means a mutually beneficial contractual relationship 
between State government and a contractor, wherein the two share risk and reward, and value is added 
to the procurement of complex technology. 

(b) The intent of ‘Best Value’ Information Technology procurement is to enable contractors to 
offer and the agency to select the most appropriate solution to meet the business objectives defined in 
the solicitation and to keep all parties focused on the desired outcome of a procurement. Business 
process reengineering, system design, and technology implementation may be combined into a single 
solicitation. 

(c) The acquisition of information technology by the State of North Carolina shall be conducted 
using the ‘Best Value’ procurement method. For acquisitions which the procuring agency and the 
Division of Purchase and Contracts deem to be highly complex or determine that the optimal solution 
to the business problem at hand is not known, the use of Solution-Based Solicitation and Government- 
Vendor Partnership is authorized and encouraged. 

Section 2. The Division of Purchase and Contracts shall develop and implement no later 
than December 31, 1998, policies and procedures to ensure the use of “Best Value” Procurement and, 
as applicable, Solution-Based Procurement and Government-Vendor Partnership in the procurement of 
information technology by State agencies. 

Section 3. The Division of Purchase and Contracts and the Department of Commerce, 
Information Technology Services, shall jointly develop and implement no later than December 31, 
1998, policies, procedures, and/or programs to ensure that agency and Division of Purchase and 
Contracts personnel involved in the development of solicitations, development of specifications, 
evaluation of proposals, selection of vendors, administration of contracts, and management of 
information technology projects receive high-quality training in the principles of “Best Value” 
Procurement, Solution-Based Procurement, Government-Vendor Partnership, contract administration, 
and project management. 

Section 4. The Division of Purchase and Contract and the Department of Commerce, 
Information Technology Services, shall report to the Technology Committee of the House of 
Representatives and the comparable committee in the Senate on the results of the implementation of 
G.S. 143-135.9 at its first meeting during the 1999 Session of the General Assembly. 

Section 5. Section 1 of this act becomes effective December 1 ,  1998. The remaining 
sections of this act are effective when this act becomes law.” 



Page 14, Reforming State Prwuremenl to Buy the Best Information Technology Solution 

Appendix B: Value-Based Procurement by the Ontario Ministry of 
Community and Social Services 

The Ministry of Community and Social Services is one of several ministries, similar to a state 
department of human services in the United States, of the provincial government of Ontario. It has two 
core responsibilities-income and employment support and social and community services. 

Operating with an annual budget of approximately $8.5 billion (Canadian), the ministry provides social 
assistance to approximately 1.1 million Ontario residents who are vulnerable and in need, including 
adults, children, and people with physical and developmental disabilities. Income support is provided 
through two major programs: Ontario Works and Ontario Disability Support. The ministry also is 
responsible for several other social services in Ontario, including child welfare; child care standards, 
licensing, and subsidies; services to the disabled; and services for victims of domestic violence and 
their children. 

The Challenge of Welfare Reform 
In 1995 Ontario’s new provincial government made significant policy changes to its social assistance 
programs. New emphasis was placed on fraud detection and prevention, and the focus of the welfare 
system shifted to reconnecting employable adults and youth with the labor market. However, the new 
government found that its goals could not be achieved with existing business methods, which were 
largely paper-based and labor-intensive and resulted in errors, overpayments, and fraud. It was in this 
environment that the ministry embarked on its Business Transformation Project-a comprehensive 
examination and redesign of social assistance programs aimed at improving services, reducing 
caseloads, and operating more cost-effectively. 

The ministry realized that it needed the expertise of an external consulting firm to help develop and 
implement new business processes and technology as well as train personnel and deliver change 
management services associated with the transformation. The ministry selected Andersen Consulting 
through an open-bidding process to work on the Business Transformation Project because of the firm’s 

’ extensive experience in business process reengineering, human service programs, and technology 
development as well as its willingness to invest its own financial and human resources in the project’s 
success. 

A Value-Based Relationship 
The Business Transformation Project is a joint effort between the Ontario Ministry of 
Community and Social Services and Andersen Consulting. Under the agreement signed in 
1997, the ministry and Andersen Consulting are: 

designing new business processes and new technology to support the Ontario Works and Ontario 
Disability Support programs; 

planning and implementing the restructuring of the delivery system; and 

training staff and delivering change management services to support the transition to new business 
processes and technology. 
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This arrangement is the first major common purpose procurement project of its kind in Ontario’s 
government. This type of procurement is a fundamentally new way for governments to hire services in 
a competitive-bidding process that establishes a contractual relationship designed to deliver high- 
quality solutions that are innovative, timely, and capable of meeting evolving needs. Under this 
agreement, Andersen Consulting invests its time and money in the project, with payment contingent on 
the firm’s ability to realize concrete financial benefits for the ministry from the work completed. Both 
Andersen Consulting and the ministry recover project costs from the savings generated. The payment 
to Andersen Consulting is capped at $180 million (Canadian), and there is no guarantee that the firm 
will be paid the full amount. However, savings to the government are unlimited and are expected to 
continue long after the contract with Andersen Consulting ends. 

Results 
To date, the Business Transformation Project has produced savings of more than $34 million 
(Canadian), primarily through early improvements to existing business practices, which reduced fraud 
and overpayments. Once fully implemented, the project is expected to produce up to $250 million 
(Canadian) in savings annually. These savings will be achieved as new technology and business 
processes are adopted. A third-party review of the project initiated by the ministry recently confirmed 
that the project has the potential to produce a return on investment of 222 percent and should yield 
$297.2 million (Canadian) in net economic benefits over the life of the agreement. 

Lessons Learned 
Although the common purpose procurement agreement between the Ontario Ministry of Community 
and Social Services and Andersen Consulting is an innovative, performance-based, public-private 
business arrangement that, in terms of work product and project management methodology, has 
produced highquality results, it is not without its critics. The Ontario provincial auditor has questioned 
the price of the contract and the merits of value-based procurement. An independent third-party review 
of the handling of the procurement and the project confirmed the validity of the ministry’s approach 
and the cost savings, but such criticisms suggest that Governors also must be prepared to respond to 
these questions in undertaking value-based procurements. In criticizing the price of the contract, the 
auditor’s report overlooked one key component of value-based agreements-the risks that contractors 
take in entering into such contracts. There is no guarantee that a contractor will recoup its costs or 
make a profit in a value-based arrangement. The recent independent review of the Business 
Transformation Project acknowledges that the value-based agreement is breaking new ground in 
pubkc-private partnerships in Ontario and concluded that the project should ensure a strong 
and supportable return to Ontario taxpayers. 

For more information, contact Robert D. Tyre, Andersen Consulting, 1345 Avenue of the Americas, 
New York, New York 10105,2121 708-8202 or mbert.d.tyre@ac.com. 
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Appendix C: Kentucky’s “Special Fund Data Management System, 
Strategic Alliance Services Request” 

The following is an excerpt from Kentucky’s “Special Fund Data Management System, Strategic 
Alliance Services Request” issued by the office of the chief information officer June 15, 1999. 

“2.2.1 Introduction 
The Special Fund is a workers’ compensation fund with liability in injury and occupational disease 
claims arising prior to December 12, 1996. There have been approximately 100,000 claims filed 
against the Special Fund resulting in a projected liability of $2.4 billion. By law, all Special Fund 
claims and award records are maintained by the Kentucky Labor Cabinet’s Division of Special Fund. 
As of June 30, 1998, there were 22,924 open Special Fund awards, of which 13,309 were payable for 
the life of the claimant with the remaining 9,615 payable for 425 or 520 weeks. 

The Special Fund database resides on an IBM 370 mainframe computer and IBM AS/400 mini 
computer and is composed of the following files: 

payment file (mainframe); and 

master file (ASI400). 

Kentucky law requires full funding of all Special Fund liabilities by December 31, 2018, and since 
1987, the Fund’s liabilities have undergone [an] actuarial valuation at least biennially. The Special 
Fund also undergoes an annual financial and compliance audit as a component of the legally required 
Commonwealth’s Comprehensive Annual Financial Report (CAFR). The September 1, 1997, actuarial 
valuation report noted several deficiencies in the Special Fund’s computer database. Likewise, audit 
reports for fiscal years 1997 and 1998 stated that the Fund’s current claims management database is 
aging and appears to be approaching its maximum capacity. The actuary and auditors stated that the 
current database requires the actuary to incur significant additional time and cost to accumulate the 
information needed to prepare their actuarial valuation report. Moreover, the auditors have noted 
accounting system deficiencies with regard to pre-1982 awards. 

In an effort to further identify deficiencies and improve the Special Funds database, ‘a request for 
proposals (RFP) was issued by the Labor Cabinet on August 1, 1998, for vendor proposals to perform a 
comprehensive database analysis and provide recommendations for improvements. A proposal was 
submitted by the firm of Milliman and Robertson, Inc., and a contract to perform the analysis was 
entered with the firm on December 1, 1998. Milliman and Robertson’s report was issued in February of 
1999.. . . 

The Milliman and Robertson report presents options for improving the database from an actuarial 
valuation standpoint. However, it does not address accounting and payment system deficiencies and 
thus does not offer a comprehensive solution to the Special Fund’s data management and accounting 
problems. Since the Labor Cabinet lacks the internal resources to design and install a new 

accounts receivable master file (mainframe computer); 

accounts payable master file (AS/400); 
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comprehensive data management and accounting system within a reasonable timeframe, Strategic 
Alliance Services are being requested. 

2.1.2 Problems with Current Data Management System 
The Special Fund currently encounters the following operational problems with its data management 
s y s t e m . 

The billing and reimbursement systems for pre-1982 awards are outdated and inefficient, making it 
difficult to meet legally required quarterly billing and reimbursement requirements. The current 
systems and database have also prevented the development of a program capable of producing 
periodic aged reimbursement receivable reports as recommended in previous audits of the Special 
Fund. 

The condition of the database prevents the easy development of computer programs needed to 
allow staff to perform complex benefit calculations in a speedy and efficient manner. The lack of 
such programs hampers productivity by making award set up and maintenance too labor intensive 
and creates excessive delays in the payment of benefits. This problem has also led to 
inconsistencies [that] could threaten the accuracy of payments. 

There are insufficient data fields to store all relevant information necessary to facilitate efficient 
and accurate valuation of Special Fund liabilities. For example, the Special Fund has liability in 
approximately 500 to 600 complex awards [that] require various adjustments in benefits and stop 
and start payment dates over the lives of the awards. The current database does not adequately 
describe the Special Fund’s obligation under these awards, making actuarial valuation difficult and 
more expensive. It is also difficult to enter information when awards are reopened without 
overwriting or deleting existing award data. 

Lifetime awards cannot be efficiently revalued annually to reflect the beneficiaries’ current life 
expectancy and permit more accurate actuarial valuation. 

It is not feasible to produce comprehensive annual benefit statements for Special Fund 
beneficiaries, making it difficult to keep them informed about important benefit changes over the 
duration of their awards. 

The current database makes it impractical to value Special Fund liabilities without contracting with 
an actuary. This creates a problem for the Workers’ Compensation Funding Commission, the 
agency responsible for collecting and managing Special Fund assessments, in setting correct 
assessment rates in years when an actuary is not engaged. 

The database lacks sufficient fields to store Social Security numbers for beneficiaries in survivors’ 
claims, making it difficult to efficiently and systematically detect death or other changes in the 
status of beneficiaries in those claims. 

It is difficult to perform computer queries of the current database [that] produce complete and 
accurate information. 
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2.2 Vision for New Data Management System 
The Division of Special Fund envisions a new data management system [that] will allow for the 
performance of all payment and billing functions, as well as the accurate and efficient periodic 
valuation of Special Fund liabilities. The new system will facilitate timely and accurate benefit 
payments, provide for adequate system security, and include a means of systematically monitoring all 
awards to ensure continuing entitlement to benefits. Additionally, the new data management system 
will include a modem, efficient accounting system for pre-1982 award billings and reimbursements. 
The system will be capable of producing quarterly billings and reimbursements and a regular listing of 
overdue accounts to permit timely collection. Moreover, the new database will include sufficient data 
fields, which when populated will facilitate efficient and accurate valuations of Special Fund liabilities. 

Additionally, the new data management system will be .compatible with the Commonwealth’s 
Management Administrative Reporting System (MARS), which will become operational on July I ,  
1999. 

Finally, the enhanced system will include payment mechanisms with proper accounting controls for the 
South East Coal Recovery Fund (SERF) [and] Green Coal Company Payment Fund, as well as the 
Kentucky Coal Workers’ Pneumoconiosis Fund, which was created in the 1996 Workers’ 
Compensation Reform Act.” 


